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OPERATIONS OF THE SMALL DEFENSE PLANTS 
ADMINISTRATION 


TUESDAY, JANUARY 15, 1952 


House or REPRESENTATIVES, 
SeLect Commirrer To Conpuct a Srupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BusINgss, 
Washington, D Cc. 

The select committee met, pursuant to adjournment, at 10 a. m., 
in room 1301, New House Office Building, Washington, D. C., Hon. 
Wright Patman (chairman) presiding 

Present: Representatives Patman, Joe L. Evins, Clarence G. Burton, 
Abraham J. Multer, Clinton D. McKinnon, Charles A. Halleck, 
William S. Hill, R. Walter Riehlman, Horace Seely-Brown, Jr., and 
Thomas B. Curtis. 

Also present: Victor Dalmas, executive director; Arthur F. Lucas, 
Ernest L. Stockton, Duncan Clark, Jeremiah T. Riley, and Charles 
Delphenis, of the committee staff 

The CuatrrMan. The committee will come to order. Our first 
witness this morning is Hon. Telford Taylor, Administrator of the 
Small Defense Plants Administration. We have asked Mr. Taylor 
{o give us a report on the progress his agency has made since it began 
operations a few months ago, and to explain its plans for the future. 

The House Small Business Committee, as the original sponsor in 
the House of the legislation creating the Small Defense Plants Admin- 
istration, has a natural interest in the plans of the agency and pride 
in its accomplishments to date. Prior to the creation of the SDPA, 
the committee gathered a great deal of evidence of the need for such an 
agency in its field hearings throughout the Nation and presented this 
material to the House Banking and Currency Committee in behalf of 
the SDPA amendment. A total of 261 Members of the House joined 
in sponsoring the amendment, and virtually every Member has a 
sympathetic interest in the agency. Therefore, it is appropriate that 
Congress keep in close touch with SDPA’s operations and plans 

We have been pleased to note that the organization of the agency 
is well under way, and that already Mr. Taylor and his staff hav 
taken action regarding a variety of small-business problems. We are 
hopeful that the agency’s field organization will be established in the 
near future. 

A few days ago the committee issued its progress report for the 
first session of the Eighty-second Congress. This report covers the 
major problems facing small-business men during the current national 
emergency. We shall be interested in hearing whatever comments 
Mr. Taylor may have on the committee’s analysis of these problems 
and its recommendations for their alleviation 
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Mr. Taylor, we are very happy to have you with us. Before you 
take the stand, I am going to ask Mr. Halleck, the ranking minority 
member of the committee, to make a statement if he desires to do so. 
Mr. Halleck. 

Mr. Hatueck Mr. Chairman, I do not know that I can add any- 
thing to what you have said, except possibly to say what probably 
would be joined in by all of the members of this committee, which is 
that the impact of the increasing tempo of the defense effort is being 
felt by small business generally all over the country. Certainly the 
committee, along with “Mr. Taylor’s organization, will be continuing 
to do every thing: we can to alleviate as many of the adverse effects as 
possible. 


STATEMENT OF TELFORD TAYLOR, ADMINISTRATOR, SMALL 
DEFENSE PLANTS ADMINISTRATION, (ACCOMPANIED BY JOHN 
HORNE, DEPUTY ADMINISTRATOR, AND JAMES M. McHANEY, 
GENERAL COUNSEL) 


The Cuatrrman. Mr. Taylor would you like to have Mr. Horne and 
your general counsel sit with you? If so, it will be perfectly all right. 

Mr. Taytor. Well, Mr. Chairman, they are within striking dis- 
tance. I will be glad to have them with me. 

The CHatrman. All right, and if you need any other person, you 
may ask him to join you at that table. 

Now, Mr. Taylor, is it satisfactory for you to proceed without inter- 
ruptions from members of the committee? 

Mr. Taytor. Mr. Chairman, either way you like. If anybody 
wants to ask any questions at any time, that will be perfectly satis- 
factory with me. 

The Cuarrman. All right; thank you, Mr. Taylor. If we have any 
questions, we will ask them. 

Mr. Taytor. I hope you will. 

The CHatrman. Now, will you proceed, Mr. Taylor? 

Mr. Taytor. Well, Mr. Chairman and members of the committee, 
I find it particularly gratifying to have this chance to come up before 
you this morning and before the committee because this committee 
has done so much over so many years to expose the problems and to 
meet the needs of small business. 

I want to say that the hearings that this committee has held and 
the reports that you have published have given us invaluable assist- 
ance in setting up our agency and in mapping out an initial program 
of activities. 

Now, the chance to come up here this morning is very helpful to us 
for another reason, and that is its timing. It is just about 3 months 
now since our agency was established and under section 714 of the 
Defense Production Act which sets up our agency, we are required to 
submit a report of our operations to the P resident of the United States 
and to both Houses of Congress at the end of every 90-day period. 
That 90-day period is at an end today, the first such period. 

I take much pleasure in presenting the committee with our first 
quarterly report which I believe is before you. 

I might point out, knowing you gentlemen have a great deal to do, 
we have summarized our report in the first 10 pages so that the first 
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10 pages will give you a bird’s-eye view of the contents, and if you 
want more details the remaining pages contain that. 

I just want to say one other thing about this report and that is that 
we certainly do not regard this requirement of reporting as a burden 
in any sense; quite the contrary, we think this 90-day report gives us 
a very good opportunity to come up here and lay our problems, budg- 
etary and otherwise, before you. 

One other comment before I come to more general matters. We 
have seen with great interest the progress report of this committee. 
I observed from this report that your committee, Mr. Chairman, is 
well aware of the budgetary limitations under which we are laboring, 
and also that the committee has some misgivings about the statute 
under which we are set up. I am going to have something to say 
about both of those points before I get through but I do not want to 
begin by talking about our difficulties. I want to begin-by talking 
about what we have done and what I- think we see ahead. 

First, a word or two about the role in which the Small Defense 
Plants Administration sees itself. We believe that Congress set up 
the agency to be the trustee and the spokesman and the claimant for 
small business. We think it was your clear intention that we ought 
not to have any other primary interest or function and that we should 
concentrate on the preservation and promotion of small-business 
enterprise. I assume that that was the reason you provided in the 
act establishing us that the SDPA should not be affiliated with or part 
of any other Government agency. 

So, we have proceeded on the basis that we have just one client, and 
that js small business. Of course, that does not mean that we ought 
to be reckless advocates. No sensible advocate runs about making 
impossible claims on behalf of the client he is representing. He works 
within the framework of what is good for society as a whole. That 
is what we try to do down at SDPA, and we try to do it not because it 
is the policy of Congress to have special favors given to small business, 
but because we believe that Congress has declared it to be in the na- 
tional interest that small business be preserved as a vital force and 
basic element of the national economy. 

Now, Mr. Chairman, in setting up the SDPA Congress has given 
us primarily recommendatory and review and consultative functions. 

Under the act that you have passed we are a coordinating agency 
much more than we are an operating agency. For example, in the 
field of credit we do not make loans. The RFC makes loans. But 
we do recommend loans to the RFC. The same thing applies in the 
field of materials. The SDPA is not empowered to allocate materials, 
such as copper, aluminum, and steel, but we are directed by the statute 
to consult and cooperate with the NPA when these orders making the 
allocations or establishing priorities are issued. 

The same thing is true in general in the field of procurement. It is 
true that in this act establishing us you have authorized us to enter 
directly into contracts with procurement agencies and to arrange for 
their performance by letting subcontracts to small business. For that 
purpose you have authorized a revolving fund of $50,000,000, but in 
point of fact that revolving fund has not been appropriated so that at 
the moment we are not exercising these direct contracting powers. 

Outside of that, our functions in the field of procurement, just as 
elsewhere, are primarily to work through other Government agencies. 
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Mr. Taylor, we are very happy to have you with us. Before vou 
take the stand, I am going to ask Mr. Halleck, the ranking minority 
member of the committee, to make a statement if he desires to do so. 
Mr. Halleck. 

Mr. Hatueck Mr. Chairman, I do not know that I can add any- 
thing to what vou have said, except possibly to savy what probably 
would be joined in by all of the members of this committee, which ts 
that the impact of the increasing tempo of the defense effort is being 
felt by small business generally all over the country. Certainly the 
committee, along with Mr. Taylor's organization, will be continuing 
to do everything we can to alleviate as many of the adverse effects as 


possible 


STATEMENT OF TELFORD TAYLOR, ADMINISTRATOR, SMALL 
DEFENSE PLANTS ADMINISTRATION, (ACCOMPANIED BY JOHN 
HORNE, DEPUTY ADMINISTRATOR, AND JAMES M. McHANEY, 
GENERAL COUNSEL 


The Cuatrman. Mr. Taylor would vou like to have Mr. Horne and 
your general counsel sit with you? If so, it will be perfectly all right. 

Mr. Taytor. Well, Mr. Chairman, they are within striking dis- 
tance. lL will be glad to have them with me 

The Cuatrman. All right, and if you need any other person, vou 
may ask him to join you at that table. 

Now, Mr. Tavlor, is it satisfactory for you to proceed without inter- 
ruptions from members of the committee? 

Mr. Taytor. Mr. Chairman, either way you like. If anybody 
wants to ask any questions at any time, that will be perfectly satis- 
factory with me. 

The Cuatrman. All right; thank vou, Mr. Tavlor. If we have any 
questions, we will ask them 

Mr TAYLOR | hope you will 

The Cuatrman. Now, will vou proceed, Mr. Taylor? 

Mr. Taytor. Well, Mr. Chairman and members of the committee, 
I find it particularly gratifving to have this chance to come up before 
vou this morning and before the committee because this committee 
has done so much over so many vears to expose the problems and to 
meet the needs of small business 

I want to say that the hearings that this committee has held and 
the reports that vou have published have given us invaluable assist- 
ance in setting up our agency and in mapping out an initial program 
of activities 

Now, the chance to come up here this morning is very helpful to us 
for another reason, and that is its timing It is just about 3 months 
now since our agency was established and under section 714 of the 
Defense Production Act which sets up our agency, we are required to 
submit a report of our operations to the President of the United States 
and to both Houses of Congress at the end of everv 90-la\ period. 
That 90-day period is at an end today, the first such period. 

| take much pleasure in presenting the committee with our first 
quarterly report which I believe is before you 

I might point out, knowing you gentlemen have a great deal to do, 
we have summarized our report in the first 10 pages so that the first 
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10 pages will give you a bird’s-eve view of the contents, and if vou 
want more details the remaining pages contain that. 

I just want to say one other thing about this report and that is that 
we certainly do not regard this requirement of reporting as a burden 
in any sense; quite the contrary, we think this 90-day report gives us 
avery cood opportunity to come up here and lav our problems, budg- 
etary and otherwise, before you. 

One other comment before | come to more general matters. We 
have seen with great interest the progress report of this committee 
I observed from this report that your committee, Mr. Chairman, is 
well aware of the budgetary limitations under which we are laboring, 
and also that the committee has some misgivings about the statute 
under which we are set up. I am going to have something to say 
about both of those pots before | ret through but | do not want to 
begin by talking about our difficulties. I want to begin.by talking 
about what we have done and what I- think we see ahead. 

First, a word or two about the role in which the Small Defense 
Plants Administration sees itself. We believe that Congress set up 
the agency to be the trustee and the spokesman and the claimant for 
small business. We think it was your clear intention that we ought 
not to have any other primary interest or function and that we should 
concentrate on the preservation and promotion of small-business 
enterprise. I assume that that was the reason you provided in the 
act establishing us that the SDPA should not be affiliated with or part 
of any other Government agency. 

So, we have proceeded on the basis that we have just one client, and 
that is small business. Of course, that does not mean that we ought 
to be reckless advocates No sensible advocate runs about making 
impossible claims on behalf of the client he is representing. He works 
within the framework of what is good for society as a whole. That 
is what we try to do down at SDPA, and we try to do it not because it 
is the policy of Congress to have special favors given to small business, 
but because we believe that Congress has declared it to be in the na- 
tional interest that small business be preserved as a vital force and 
basic element of the national economy. 

Now, Mr. Chairman, in setting up the SDPA Congress has given 
us primarily recommendatory and review and consultative functions 

Under the act that vou have passed we are a coordinating agency 
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So, the activities of the SDPA are tied in very closely with those of the 
RFC in the credit field, with NPA and DPA in materials and with the 
Department of Defense and other procurement agencies in the field of 
procurement 

The CHatrman. May | interrupt, Mr. Taylor, to ask a question? 

Mr. Taytor. Yes, Mr. Chairman. 

The CHatrMan. What progress has been made in establishing field 
offices? 

Mr. Taytor. Well, Mr. Chairman, I will be glad to answer that. 
I will be covering that in the course of my remarks. 

We have made a beginning last week, Mr. Chairman, by calling in 
for conference various representative small-business men from all over 
the country with a view to establishing regional advisory committees 
of small-business men. 

We have also been in the process of examining the qualifications for 
regional directors in the 13 defense regions and we are hopeful that we 
can make some progress in that direction in the next few weeks. 

Now there again, | must add that one reason we have not moved 
faster in the field is that quite frankly if we had set up a field organiza- 
tion right away we would have run out of money somewhere in March. 
We have had to postpone it for reasons of economy. 

Also, there is another reason, and that is that the Department of 
Commerce has field offices. ‘They have specialists in the field and we 
do not want to duplicate what thev are doing and we do not want to 
go over the same ground that they cover. We want our field organi- 
zation to perform the other things that vou told us to do, the other 
things that other agencies are not doing. ‘Therefore, we are trving to 
become generally familiar with what the other departments are doing 
in the field before we draw up our plans too far 

The CuHarrman. And I presume that all of vour efforts will be 
coordinated with those of the other agencies 

Mr. Tayuor. Yes, sir. 

The CHarrman. And the other agencies have or will have small- 
business divisions 

Mr. Taytor. The ones I have spoken of do have, and others have. 

The CHarrMan. Yes; so that you will not have to have a large 
organization as normally you would have to have to perform functions 
of that nature. 

Mr. Taytor. That is right. 

The CHarrmMan. Because these other agencies already engage in 
that type of work 

Mr. Taytor. That is right. There are, however, some spheres of 
activity that those agencies are not doing and there are some functions 
we have that the Congress has told us to do which they are not doing. 
We do not envisage doing things that the other agencies are doing and 
we do not propose to do things that Congress has not told us to do. 

In general terms, I will say that the organization that we have 
planned there is about one-third of the size that the old Smaller War 
Plants Corporation had. 

Of course, between now and March our organization is merely a 
nucleus and the field organization we plan in the next couple of 
months will not exceed about 40 people, Mr. Chairman 

The Cuarrman. All right, Mr. Taylor, thank you. Proceed with 
your statement 
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Mr. Taytor. Now, Mr. Chairman, I think it might be useful if I 
run through very briefly, one by one, these three fields that we hav: 
been directed to operate in, namely, credit, materials, and procurement; 
and tell the committee what we have been doing in each of those areas 

Let me take credit first. In that field Congress has given the RFC 
new and additional authority to make loans to small business. That 
is section 714 (b) (1) (A) of the Defense Production Act. 

These loans are to be made on our recommendation, on the recom- 
mendation of SDPA, but the final decision to pass on such matters 
as maturity and other terms and conditions rest with the RFC 

So, we have here a typical situation where we were obliged to work 
out an interagency procedure with the RFC. Very soon after we were 
established we conferred with Mr. Symington and his staff and we did 
develop these procedures for these loans in December. 

Now, inasmuch as the RFC already had field offices and we did not, 
we worked out a procedure under which these applications for loans 
would come in through the RFC offices and then after they came in 
we would consider them and the RFC would consider them simul- 
taneously so that no time would be lost. 

Now, that process has already been started and we recommended 
our first loan on December 29 of last vear and since then we have 
acted on four other applications. 

We have about 15 others pending on which we are waiting for 
reports from the RFC field offices. The total amount involved in these 
is about $6,000,000. 

There are other commitments that we have in the field of credit but 
in the interest of time I will pass on. We have described the other 
things we are doing in the quarterly report. 

Now, in the field of allocations of scarce materials, here our main 
interagency relationship is with NPA and DPA and the main function 
that Congress gave us to perform under section 714 (d) (2) of the act 
was to consult and cooperate with NPA in the issuance of all orders 
allocating materials or expanding production or establishing pri- 
orities, 

So, we brought these provisions to the attention of the Adminis- 
trator of DPA and NPA, Mr. Fleischmann, and by arrangement with 
him our agency is now represented on all important committees over 
at NPA and DPA where these orders are passed and agreed upon. 

There are about 30 different industry committees over at NPA who 
deal with orders in different fields of industry. Of course, without staff 
we are not able to participate effectively in as many committees as 
that. But we have endeavored to follow the most important materials 
allocations problems over there and make our voice heard. 

The most important position that we have taken in NPA relates 
to the treatment to be given to small companies that make only one 
product, Mr. Chairman. We took the view that mathematical 
equality in allocating materials is not necessarily equitable. In a 
large company which makes a wide range of products, if one or two 
products out of a wide range are cut off by reason of a materials 
cut-back, the company is not fatally hurt; but with a company which 
makes one or two products only, both of which are dependent upon 
one scarce material, if that is cut back then their entire output may 
be fatally hurt. 
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So that we believe that the ability and flexibility and size of the 
company in coping with materials cut-backs should be taken into 
account and that the single-product companies should, if possible, 
be given enough to survive. 

Mr. Hatueckx. Mr. Chairman, may I interject a question here? 

The CuarrmMan. Yes. 

Mir. Hatueck. Mr. Taylor, from time to time in these times of 
shortages of critical materials we hear it said that the producers 
discriminate against independent small business and, in fact, prefer 
their own integrated operations as against independent small busi- 
ness. 

What have you found, if anything, that would throw any light on 
that for us? 

Mr. Taytor. Well, Mr. Halleck, quite frankly, we have not been 
able to Jook into that independently ourselves as yet. Of course, the 
same point has been made to us. 

For example, in the field of aluminum it is often said that since 
most all of the main aluminum companies are themselves fabricators, 
that the independent fabricators are not in as good a position for 
materials as these large aluminum companies are. 

We are familiar with the point you make and there may be substance 
to it, but we are unable to make any independent check on that. If 
the committee is interested in that we will be glad to look into it and 
report back. 

Mr. Hatueck. I thought that possibly it might have come to your 
attention. As far as I am concerned, I hear those assertions made but 
I find very little evidence to substantiate them. But, of course, it is 
a matter that is constantly referred to and if there is any substance 
to it, it would seem well to know it. On the other hand, if there is no 
substance to it, we should know that also, and that might be deter- 
mined. However, I do not suggest that you, already short-handed 
and short of money, devote any particular expense or effort to that 
particular problem. 

Mr. Taytor. Well, we certainly shall not overlook it, Mr. Halleck. 
We have heard the same reports and would like to know the truth 
just as you would. 

Now, if I may pass on to procurement, which is, perhaps, the most 
important of the three fields of our activities here. Congress has given 
us a great many things to do in the field of procurement. 

It has given us the matter of making inventories of small-business 
pools, and a very wide range of other problems relating to both prime 
contracts and subcontracts. Out of these main functions there is one 
that stands out to us as being the most important and that is the 
provision of section 714 (f) (2) of the act. 

That provision directs the Small Defense Plants Administration 
and the Government procurement agencies jointly to make deter- 
minations that specific awards shall be given to small business 
specific contractual awards. In other words, it amounts to an ear- 
marking of contracts for small business This is the section which 
comes closest to giving us a power to take action in the field of 
procurement. 

Of course, this power to earmark contracts must be exercised jointly 
with the procurement agencies and unless there is agreement between 
us and them to earmark a specific contract the contract does not 
get earmarked. ; 
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But, I am hopeful that the procurement agencies will show every 
disposition and willingness to work with us in carrying out this 
congressional mandate. 

Now, after we had done a bit of study on the responsibilities that 
you have given us, we put some of our ideas on procurement together 
in the form of a letter to the Secretary of Defense, Mr. Lovett. You 
will find that letter included as an appendix in our quarterly report. 
I believe it is appendix B. 

In that letter there are a number of specific proposals which we 
made to Mr. Lovett, which, if carried out, we thought would bring 
small business into the procurement picture in defense production. 
As you will see at the end of the letter, | asked Mr. Lovett to designate 
one or more representatives of the Department of Defense to work 
out a procedure for making these joint determinations, earmarking 
contracts for small business, and to work out the other things that 
we proposed in the letter. 

In reply to my letter to Mr. Lovett, I received a letter from the 
Under Secretary, Mr. Foster, which designated Admiral M. L. Ring 
to represent the Department of Defense in carrying out these pro- 
posals. Admiral Ring is the acting Vice C hairman for Supply 
Management of the Munitions Board. However, in response to 
specific inquiries which we put to him, Admiral Ring told us he is 
authorized to speak not only for the Munitions Board but for the 

' entire Department of Defense. 

In addition to these negotiations with Admiral Ring we, of course, 
will advance these same proposals to all the other procurement 
agencies. ‘The Department of Defense is by far the most important 
from our standpoint, but the General Services Administration, Atomic 
Energy Commission, and other such agencies also have procurement 
functions and we have made the same proposals to them. 

The carrying out of these proposals in the Lovett letter is, I think, 
about the most important single thing that we have undertaken since 
you established this agency, and we are very anxious to have these 
discussions move ahead rapidly. For our agency they are being 
carried out by our chief engineering consultant, Mr. Carmody, and 
our general counsel, Mr. McHaney, who is here with me at this table. 

Now, in order to move rapidly toward some practical results on 
these negotiations, while we were working out the details, just last 
week Mr. Carmody wrote to Admiral Ring and proposed that we 
begin making some of these determinations without any {further 
delay, proposing that we would put a half a dozen or maybe a few 
more of our procurement specialists into the procurement offices and 
start making these determinations that specific awards go to small 
business. 

Here again, we run up against our budgetary problems. ‘There are 
really two steps in this process. We want to come into procurement 
at the planning level to see what large segments of procurement are 
susceptible of being handled by small business, which obviously can- 
not do everything, and we also want people to be in the individen! 
procurement offices to work there and screen these contracts to see if 
they can be handled by small business and can therefore be ear- 
marked. 

There are about 70 of these offices and as of this moment, if we had 
the opportunity to put a procurement officer in each of those, we could 
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not do it. We do not have the staff. But we do have some people 
and good people, and we do want to put them in some procurement 
offices right away, and that is what we suggested to Admiral Ring. 
Now, with the committee’s attention I would like to offer a copy 
of this letter to Admiral Ring for the record, and also the letter to Mr. 


Lovett, for the record, 

The CHarrmMan. Without objection they will be inserted into the 
record, 

(The letters referred to are as follows: ) 

SmaLL Derense PLANTS ADMINISTRATION, 
Washington 25, D. C., December 3, 1951. 
The Honorable Rorerr A. Lovett, 
Secretary of Defe nse, Washington 25. D. C. 

Dear Mr. Secretary: Section 714 of the Defense Production Act, as amended, 
imposes upon the Small Defense Plants Administration a number of functions 
and responsibilities with respect to Government procurement. The Congress 
has directed the SDPA, in section 714 (d i). “to coordinate and to ascertain the 
means by which the productive capacity of small business concerns can be most 
effectively utilized for national defense and essential civilian production.” In 
furtherance of this aim, this agency is directed by section 714 (e) (2) to “consult 
and cooperate with officers of the Government having procurement powers in 
order to utilize the potential productive capacity of plants operated by small 
business concerns,” 

To carry out these general responsibilities, the SDPA is specifically empowered 
by other provisions of section 714, to make inventories of the productive facilities 
of small business concerns, to obtain information with respect to subcontracting, 
to facilitate the conversion and equipping of small business concerns for defense 
and essential civilian production, to certify to Government procurement officers 
the capacity and credit of small business concerns for the performance of Govern- 
ment procurement contracts, and itself to enter into contracts with Government 


procurement agencies and arrange for their performance by letting subcontracts 


to small business concerns 
In addition, section 714 (f 2) contains a declaration of congressional policy 
that a fair proportion of the total purchases of supplies and services for the 
Government shall be placed with small business concerns,” and a congressional 
directive that small business concerns shall receive ‘“‘any award or contract or any 


part thereof as to which it is determined by the Administration and the contracting 
procurement agencies (a) to be in the interest of mobilizing the Nation’s full 
productive capacity, or (b) to be in the interest of the defense program.” 

These provisions of the Defense Production Act make it abundantly clear that 
Congress regards it as one of the major functions of the SDPA to insure that mili- 
tary procurement, in both prime contracts and subcontracts, shal! in the future 
be more broadly distributed in our industrial structure Accordingly, during the 
6 weeks that the SDPA has been in existence, we have been giving special atten- 
tion to the responsibilities, enumerated above, imposed upon this agency by the 
Congress with respeet to procurement. 

I am sure that I do not need to belabor either the fact that Congress has estab- 
lished a policy which is binding both upon the SDPA and the several procurement 
agencies of the Government, or the wisdom of the objective which Congress is thus 
seeking to achieve. A greater diffusion of defense procurement and production 
is immediately desirable for a variety of reasons. Obviously, it is advantageous 
to spread arms production experience and know-how throughout the industrial 
structure. Small manufacturing plants are a reservoir of production potential 
which must be preserved as a basis for expansion to meet future needs. Our very 
capacity to sustain an all-out military effort may some day depend on the flexi- 
bility and dispersion of our manufacturing capacity. And, in the near future, it 
may well be that some of our production bottlenecks and lags can be overcome by 
bringing into the defense program small plants which are not yet participating. 

I have spoken, in the above paragraph, only about the military importance of 
small business concerns. I am sure you will agree that one of the chief values 
which we are trying to preserve, and which our mobilization program is intended 
to protect, is freedom of enterprise, and a balanced, varied, national economy. 
It would be tragic indeed if the mobilization program itself should tend to stamp 
out individual initiative and competition, lessen the incentive for the individual 
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businessman, and prevent the development of new big businesses which must, per- 
force, commence as small ones, 

Several Government documents and other recent official public pronounce- 
ments emphasize the urgency of action, by all responsible Government agencies, 
to carry out the congressional mandate with respect to small business. The 
Munitions Board report (3—C, dated November 28, 1951), entitled ‘“‘ Analysis of 
Large Military Prime Contractors Fiscal Year 1951,” in explaining the cireum- 
stance that business concerns with less than 500 employees received only 21 per- 
cent of the total dollar value of military prime contracts, stressed the difficulties 
that small business concerns face when seeking Government contracts today: ‘‘the 
fact remains, however, that small firms generally are not able to act as prime con- 
tractors for the large and complex types of military equipment which account for 
the greatest part of the dollar volume of military contracts.” 

The thirty-fifth report of the Preparedness Subcommittee of the Senate Com- 
mittee on Armed Services, also published last week, recommended that short- 
comings in defense production might be rectified by, among other things, ‘‘a 
greater effort * * * to utilize small business in the production of military 
goods,”’ 

The Director of the Office of Defense Mobilization and the Administrator of the 
Defense Production Administration and National Production Authority have 
both underlined the sharpening economic pinch which the scarcity of strategic 
materials entails. Mr. Fleischmann, indeed, has publicly predicted “the closing 
down of plants which cannot operate’ under their allocations of copper, alum- 
inum, and steel, and has labeled the outlook for the coming months ‘‘dismal.’’ 
There has been no lack of blunt warnings from those who should know whereof 
they speak. 

In approaching its responsibilities under the Defense Production Act, this 
agency has been faced with, and still confronts, at least the normal quota of 
difficulties which beset the initial establishment of a Government agency. Among 
other things, we are working within the limitations of an appropriation which will 
support only a very small staff and few operational activities. However, these 
circumstances, coupled with the strained economic prospects which are sketched 
in the documents and reports mentioned above, make it all the more important 
that the procurement mandates of section 714 of the Defense Production Act be 
met, without delay, through joint action by the Department of Defense and the 
Small Defense Plants Administration. Of many matters meriting speedy action, 
the following seem to me among the most important. 

1. Establishment of the necessary interagency procedure for carrying into 
effect section 714 (f) (2) of the Defense Production Act. This seems to me to 
require an analysis of the over-all procurement program of the Department of 
Defense, in order to determine which segments can be undertaken by small busi- 
ness concerns, and subsequent screening of individual specifications, invitations 
to bid or negotiate, and awards in accordance with such determinations. 

2. The determinations under section 714 (f) (2) are to be made within the bounds 
of a congressional policy that “a fair proportion’’ of Government contracts shall 
be placed with small-business concerns. Clearly this requires the procurement 
agencies and Small Defense Plants Administration to develop standards for ascer- 
taining what is, from time to time, a “fair proportion.’’ This task is particularly 
important in the light of the Munitions Board’s statement, quoted above, that 
small-business concerns are unable to act as prime contractors for large and com- 
plicated end items and components. This would seem to require a balancing 
~0licy in the procurement of goods which small business is equipped to furnish. 
* short, a “fair proportion’’ does not necessarily mean mathematical equality, 
but enlightened equity 

3. Section 714 (f) (2) cannot be intelligently executed without accurate and 
up-to-date statistics of procurement, both for prime contracts and subcontracts, 
Statistical analysis of subcontracting is in a very elementary state of development. 
Furthermore, procurement statistics, to be meaningful, must be based on practical 
and well-conceived classifications. The SDPA is empowered, by section 714 
(e) (5), to make these classifications. At the present time the procurement 
statistics of the Munitions Board lump all concerns employing less than 500 
workers as “small’’ whether the concern in question makes steel, jewelry, or C- 
rations. I am sure you will agree that this is a primitive and unsatisfactory 
classification for statistical purposes. In this connection, the industry-by- 
industry study of “‘smallness’’ recently published by the Department of Commerce 
may prove useful as an initial guide. 
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1. At bottom, the statutory mandate of section 714 with respect to procurement 
can only be fulfilled by taking action to increase the volume of procurement 
going to small business. The machinery developed under section 714 (f) (2) 
must be designed to accomplish this end. So far as I can see, this objective can 
only be achieved in two ways: (a) Insuring that a larger proportion of contracts 
which can be performed by small business concerns are in fact awarded to them, 
and (b) expanding the abilitv of small business concerns to handle procurement, 
by pooling production facilities, technical improvements, and other means. 

In this connection I am inclined to believe that present circumstances call more 
loudly for direct action in top-level procurement policy than for promotional and 


informational activities, important as the latter are. The Small Business Com- 
mittees of the House and Senate have already held excellent clinics for small 
business during the past year. Now the Department of Defense and Department 
of Commerce (through the National Production Authority and Field Service) 
are planning to hold a further series of clinics to assist manufacturers hit by the 


recent copper and aluminum allocations 
The purpose of thse clinies is admirable, but we must not lose sight of the fact 
| ire important to increase the procurement opportunities of small busi- 


that it is me 

ness than it is to increase the number of small-business men who are aware of what 
opportunities there are Given a fixed dollar value and number of contracts 
available to small business, there is little to be gained from the fact that a clinic 
may have increased the number of small-business bidders from 25 to 50 


\ joint program to enlarge the procurement opportunities for small business 
and expand the performance capabilities of small business is, therefore, urgently 
required. 
>. The burden of materials allocations and other defense controls does not 


o— i 
bear equally on all industries or all geographical areas. It seems to me, therefore, 
that a joint survey should be undertaken of the prospects in procurement, mate- 
rials allocations, and other relevant fields, in order to determine which areas 
and which industries are likely to suffer the greatest hardships. Within the 
limits imposed by law, procurement should be placed with an eye to the allevia- 
tion of these hards! ips 

6. The Small Defense Plants Administration is empowered, by section 
714 ( 1), “to make a complete inventory of all productive facilities of small 
business concerns which can be used for defense and essential civilian production 
or to arrange for such inventory to be made by any other governmental agency 
which has the facilities.”” [| am informed that a number of valuable inventories 
of this type have been made by State authorities and various regional agencies. 
[ am also informed that the several procurement offices of the armed services 
have made complete or partial inventories with respect to particular industries 
or particular areas [It would appear to me that an interagency conference, 
to determine how the inventories now in existence can best be completed, collated, 
kept up to date, and put to practical use, would be most helpful. 

The matters described above are not intended as a complete listing of what is 
called for under section 714 of the Defense Production Act. They are, however, 
illustrative and, in my opinion, of immediate and vital importance. I would 
appreciate it greatly if you would designate one or more persons from the Depart- 
ment of Defense with whom we may work out a procedure for carrying out these 
and other joint procedures as rapidly and economically as possible. The timing 
of procurement and materials cut-backs certainly requires that the channels for 
such action be as smooth and short as possible. 

Il am sending copies of this letter to the heads of the other procurement agencies 
of the Federal Government which engage in procurement activities and to which 
the requirements of section 714 also apply. 

Sincerely yours, 
Te.rorp Taytor, Administrator. 


JANUARY 11, 1952. 


Rear Adm. M. L. Rive, 
Acting Vice Chairman for Supply Manage ment, 
Munitions Board. Washington, End 

Dear Apmrrat Rina: Pursuant to Mr. Taylor’s letter of December 3, 1951, 
to Mr. Robert A. Lovett, and the reply of Mr. William C. Foster, Acting Secres 
tary, under date of December 12, designating you as the representative of the 
Department of Defense, we have conferred with you as to operating procedure- 
for implementing the procurement mandates of section 714 of the Defense Pro- 
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duction Act, and particularly the joint determination procedure authorized by 


subsection (f) (2), i. « 
small business concerns 


Since it appears from 


our discussions to date that 


what specific awards or contracts shall be placed with 


it will take some time to 


work out all the details of an over-all operating procedure, and in view of the 


and vital 


procurement 


immediate nece 
in military 
to 


sonnel 


propose 


1th 


&as an ll 


certain of the | 


terim 
lanning and procurement offices of the armed services. 


ssity of broadening the participation of small business 
n accordance with the congressional mandate, we wish 
measure, the placing of a limited number of our per- 


Our representatives would, in cooperation with the contracting officer and the 
small-business specialist, screen proposed procurement and earmark that which 
is susceptible of performance by small concerns; recommend whether the procure- 
ment should be handled by advertised bidding or negotiation; suggest s ll con- 
cerns to bt solicited for proposals on negotiated procurement sugvest the use of 
justifiable price differentials in appropriate cases in accordance with the defens 
procurement policy statement of April 5, 1951, d the Comptroller General’s 
opinion of May 8, 1951; and, in cooperation with the procuren t officer, take 
such other me ures as may be authorized and appropriate to increase the amount 
of procureme placed with small business. 

It is also intended that our representatives will, from time to time, ree id 
pr posed CO ract for you determination by this Administr ion and the pro- 
curement agency at would be in the interest of mobilizing the Nation’s full 
productive capacity or in the interest of the national defense program to let su 
contracts to small business concerns. ] xperience dev loped throug pil it cases 
of this kind should prove invaluable in devising policy and implementing proce- 


bility. 
wish to propose the placing of one SDPA representative 
offices: Air Matériel Command, Wright-Patterson Field, 
Dayton: Depot, New York City; Navy Department, Bureau of 
Ships, Director of Plam , Washington; Navy Purchasing Office, Washington; 
and Quartermaster Corps, Supply Division, Washington. 

We w ill appre ate ider: an l 


Sincerely yours 


dures of general apy 


As an ini D, 


LiCs 


we 


itial ste] a 
in each of the following 
Quarterms: ster 


ing 


ir earliest cons 4tion advice on this matter 


ARMODY, 


Joun M. ¢ 
ns ting Engine 


Co 


Mr. Taytor. I would also like, Mr. Chairman, to call the com- 
mittee’s attention to the letter which we received from the President 
of the United States on January 5, which is included as appendixtA 
to our quarterly report, in which, as you will see, the President 
pointed out the grave necessity which exists for channeling more 
procurement to small business and in which the President gave instruc- 
tions that the procurement agencies will have to be particularly alert 
and energetic about placing defense orders with the firms that are 
adversely affected by the cut-backs in materials. 

The letter referred to is as follows 


has 


Tue Wartre Hovusse, 


Wash ngton, Janua 4 Oo, 195 
R, 
all Defense Plants 


TAYL 
Ov 


Hon. 


TELFORD 

Administrator, Administration, 
Washington, D. C. 

Taywor: In considering our military program for next year, I have 
much concerned about the effect of material shortages on small 
manufacturers. We face some very serious shortages of aluminum, copper, and 
other metals which are badly needed for the mobilization program. We are now 
taking action which should help us cure most of these shortages in the long run. 
But in the short run, and particularly this year, the only way we can get the 
defense supplies we need is by making some pretty drastic cut-backs in use of 
these metals for civilian output. Iam afraid that of necessity many small manu- 
facturers are going to have great difficulty in obtaining the supplies they need to 
keep turning out civilian goods, 

In order to prevent widespread failures among small-business concerns—and 
also as a way of helping to speed up the mobilization program—we need to take 
prompt and effective steps to counteract this pinch on smaller firms. By enlisting 
the productive facilities and energies of small business and by continuing to 


Dear Mr. 
become very 
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broaden the base of Government procurement, we can strengthen our resources 
for both defense and civilian purposes. In the months ahead our procurement 
agencies will have to be particularly alert and energetic about placing defense 
orders with firms that are adversely affected by the cutbacks in materials. 

Under the new small-business legislation which the Congress passed last session, 
it is your special job as Small Defense Plants Administrator ‘“‘to coordinate and 
ascertain the means by which the productive capacity of small-business concerns 
can be most effectively utilized for national defense and essential civilian pro- 
duction.’’ I know that, both before and since the passage of the new law, a great 
deal of work has been done by the defense-production agencies and the military 
services to help smaller-business men fit themselves into the defense program. 
I think these agencies are aware of the problem and trying to meet it. And I 
am sure they will all do their level best in cooperating with you to carry through 
on the mandate of the new statute. 

I would like you to keep me informed of the progress of your work. And I 
want you to feel free to consult with the Director of Defense Mobilization, the 
Secretary of Defense, and the others concerned, and keep them up to date on 
your problems. 

We have got to keep small business in this country as strong and healthy as 
we can. That is essential to our national welfare and to our plans for economic 
progress in the future. 

Sincerely yours, 
Harry 8S. TRuMAN. 

Mr. Taytor. I just want to say one more word about these joint 
determinations in earmarking contracts, because I do not want to 
leave any impression that this thing is one which can be easily done. 

The responsibility for making these joint determinations that small 
business can perform specific contracts is a serious and a difficult one 
and we cannot carry it out with good will only and do it effectively and 
efficiently. 

[t presupposes a wide knowledge of thousands of commodities and 
components of all the available facilities in wide areas of American 
industry. It means sharing responsibility for determining what 
kinds of contracts can be handled by what kinds of small manufac- 
turing enterprises and working this out with procurement officials 
throughout the United States. This is a large responsibility for them 
and for us and will require personnel with a high degree of technical 
and business skill 

And now, Mr. Chairman, I think I can pass over the next part of 
my prepared statement because you have already asked me about 
our plans with respect to field offices and I have covered a large part 
of it in answer to your question. So, I am going to pass on to a 
matter which the chairman brought up at the outset of the session, 
and that is the committee’s progress report and some of the recom- 
mendations that were made in this committee’s progress report, 
because you indicated an interest in having us comment on that. 

These recommendations are set forth at pages 3 to 5 of the progress 
report. 

To begin with, I think it is hardly necessary to say that we heartily 
support the committee’s recommendation that sufficient operating 
funds be appropriated to help the SDPA meet its responsibilities under 
the Defense Production Act. That is your first recommendation. 
Most of these responsibilities cannot be discharged satisfactorily with 
the funds available. 

I think it would be too time-consuming to comment individually 
on each of the remaining recommendations but there are certain ones 
that I do want to talk about. 


OPERATIONS OF SMALL DEFENSE PLANTS ADMINISTRATION 13 


I will talk first about recommendation No. 3 under “ Procurement” 
at the top of page 4 of your progress report. That is the recommen- 
dation that more extensive use be made of existing procurement 
regulations authorizing the payment of justifiable price differentials 
in negotiated procurement. 

Now, we think that this recommendation is completely in line with 
the objectives which Congress had in mind in enacting section 714 
and we strongly support that recommendation. You will find in our 
quarterly report a rather extensive discussion of this whole problem, 
because we believe that the authority of the procurement officer to 
pay a reasonable differential is a major point in any program for 
increased volume of procurement that is handled by small business. 

Now, if I might interpolate there, you can also readily see that 
this right to pay differentials is a major point in any program to 
channel procurement to distressed areas. We have seen a lot of dis- 
cussion in the newspapers about the problem in Detroit at the moment. 
There are other areas that have their own individual problems, but 
any program which envisages steering procurement toward areas 
that need it seems to require the right to pay a reasonable price differ- 
ential. So, I think the committee’s recommendation there is very 
fundamental and very vital. 

I would like to add that the Small Defense Plants Administration 
is now engaged in preparing specific recommendations to the procure- 
ment agencies to insure this result. The nature of the problem, 
Mr. Chairman, is that a procurement officer is hesitant to act on his 
own responsibility on the basis of a general directive. He wants to 
be sure that if he is departing from the customary formula of lowest 
responsible bid, he will be safe with the Comptroller General and with 
his superiors. 

What he needs is precise and mandatory directives and not merely 
general statements. The procurement officer needs the precise 
directives upon which he can safely rely and, indeed, which he is bound 
to follow. 

We are studying that question to try to work out with the procure- 
ment officers something better than the general statements that they 
have been given so far. 

Now, might I pass to recommendation 5 in the committee progress 
report, No. 5 on procurement. The recommendation is that the 
advertised bid system be used more extensively in the procurement of 
common-use items. 

Mr. Chairman, I want to say very frankly that I think that this 
touches on one of the most difficult questions in the entire field of 
procurement. I do not know of any question upon which we have 
had a more diverse range of opinion or have heard more conflicting 
views than on this question of the relative merits of advertising as 
against negotiated procurement from the standpoint of small business. 

Now, I do know that your committee has already given this matter 
a lot of study and I am familiar with the contents of your report, in- 
cluding the charts on this question. At the same time, I do want to 
point out that rightly or wrongly most procurement officers think that 
they have more freedom of action and flexibility under negotiated 
procurements. They think that they have more freedom under 
negotiated procurement to steer contracts toward small business or 
toward a distressed area than they do under the use of advertised bids. 














14 OPERATIONS OF SMALL DEFENSE PLANTS ADMINISTRATION 


The reason they feel that way, and I want to repeat whether rightly 
or wrongly, is that they have been told that under the advertised-bid 
procedure the lowest responsible bid must be accepted regardless of 
other considerations and that the justifiable price differentials can 
only be authorized under the negotiated procedure. 

Now, we therefore think that this whole question of negotiated 
versus advertised procedure requires further study and we are giving 
a lot of attention to it. Here again you will find quite a long discus- 
sion of this matter in our quarterly report between pages 32 and 46. 

Mr. Hatieck. Mr. Chairman, I wonder if I might ask a question. 

The CuarrmMan. Yes 

Mr. Hauueck. First, Mr. Taylor, I agree completely that the mat- 
ter of negotiated bids as against advertised bids is brought up a great 
deal by small business. I have had many small-business men say to 
me that thev have been bidding and bidding and bidding on something 
that they thought that they could make and get but, lo and behold, 
somebody would underbid them, who would give a price which they 
Sa\ the could hot justify under any cost determination. 

I would say that | would go along, that the negotiated bid gives the 
procurement officer a greater latitude in that direction, but while it 
does c1lve them a vreater latitude there, to clive it to small business, 
still, likewise, it carries with it the latitude to cut out small business 
and do all of the negotiating with the big firms if the procurement 
agency sees fit to operate that w av. 

So, is not the essence of the problem then a matter of conviction 
or determination on the part of the procurement agency to use the 
negotiated bid where it is needed to take care of the nghtful needs and 
claims of small business? 

Mr. Taytor. Yes, Mr. Halleck, IT think that is right 

In addition, we have oTave doubt whether, in fact, the lowest bid 
must be taken under advertised procurement how The basis for 
the view that vou must take the lowest responsible bid under adver- 
tised procurement is usually given as the Brockton Shoe case decided 
by the Comptroller General. That case, however, was decided in 1949. 
Since that time there has been a declaration of national emergency and 
the legal basis for the Comptroller General's opinion appears to us to 
have been removed 

Now there again we have set forth our point of view on pages 39 
and 40 of our report, and we have submitted this question to the 
Comptroller General for a further review, and we hope it is clarified. 

Now, I would like to say just one other thing on this whole question. 
You will find on page Os of our quarterly report avery vrood example 
which serves to high light this question. This relates to the pro- 
curement recently handled by the Army on plastic helmet liners 

Now, a very large order for these helmets had been successfully 
handled by a small plant in Capac, Mich. Thev had made a lot of 
these helmet liners at something like $1.90 per liner. As you can see 
from the text of our report, that is a very small village and a very 
high percentage of the people in this village work in this plant. 

Then, there was a negotiated contract for helmet liners—I beg your 
pardon. The contract they had handled before was a negotiated 
contract. 

Then, the Quartermaster Corps issued invitations to bid on another 
half-million helmet liners and this small concern that had successfully 
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handled the contract under the negotiated procedure put in a bid for 
$1.58 per unit, which was a good deal lower than they had just been 
doing 1t for under the negotiated job. But they were underbid by a 
bid of $1.50 from an extremely large corporation which was, as of 
July 1, 1 of the 15 largest prime contractors in the country, with 
defense contracts in excess of $200,000,000. ~So, the award went to 
this very large company which had underbid by 8 cents. Unless 
some other additional business is obtained this small concern will 
have to cut its employment very radically within the next few months. 

Now, in this case, Mr. Chairman and gentlemen of the committee, 
the 8 cents results in a saving of immediate cash of $40,000, but 
clearly there is a question whether in the long run the maintenance 
of these facilities and the help of that community was not worth a 
good deal more than that. I have pointed out that they had per- 
formed successfully under the negotiated contract. When advertised 
bids were used they were undercut by this large organization. 

Mr. Srery-Brown. In fact, if vou figure it out, the cost of un- 
employment compensation that would have to be paid to these people 
that were put out of work for whatever period was prescribed under 
the law in that State, I wonder if the taxpayers would have saved a 
dollar. 

Mr. Taytor. Very possibly what vou have said is right. We have 
not made that calculation. 

Then again we have not looked into the question of whether this 
large plant will have to build another plant to handle that item. 
We do not know. There are many other imponderables. We are 
citing this case principally because we do think it points up this 
problem of negotiated versus advertised bids, and there are many 
sides to the problem which we cannot afford to neglect. 

Certainly, unless a reasonable price differential can be paid so that, 
in a situation like this, the contract can be given to a small concern, 
it is going to be very difficult for us to achieve very much in spreading 
some procurement to small business. 

Mr. Evins (presiding). I think that Mr. Halleck has already 
stated, and I agree, that it is a matter of the attitude of the procure- 
ment officer. 

Mr. Tayztor. Yes; I think so too, sir. 

Now, Mr. Chairman, there are one or two other points under your 
recommendations on which I want to comment. Many of the others 
we regard as very sound, indeed. There are one or two recommenda- 
tions that are new to us; we have not had a chance to study them and 
we will have to inform ourselves on them fully. 

I do want to say just a very few words—very few, because time is 
running on—with respect to how we size up the health and prospects 
of small business today and what we think our tasks are. 

I want to say first that we think it is clearly beyond question that 
the mobilization program and the economic dislocations which in- 
evitably flow from it are giving rise to problems in the small-business 
field which may be with us for some time to come. There are nearly 
3,000 small businesses which have had their allocations of copper and 
aluminum cut to 20 percent of their normal requirements. Many 
thousands more have sustained cut-backs to 35 percent. Confronted 
with these hard facts, there is no conclusion possible other than that 
the prospects of many small-business enterprises are hazardous and 
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that unless prompt and effective action is taken, our national economy 
will be vitally weakened. 

Furthermore, Mr. Chairman, I think there can be no assurance 
that these material shortages will come to an end in 6 months or 9 
months or any other definite period of time. When our agency was 
created, the Government officials who were charged with the alloca- 
tion of materials took the position that the worst shortages would 
occur in the first two quarters of 1952. However, we have just seen 
the fourth quarterly report of the Director of Mobilization, and it is 

stated that now the pinch is expected to last over in‘o 1953. It seems 
to us perfectly clear that there may be technological changes or de- 
velopments in the international picture that will undermine any 
estimate anybody can make, no matter how careful or honest it is. 
We simply cannot afford to act on the basis that these problems will 
be of short duration. 

In establishing the SDPA, as I said before, Congress has vested us 
with functions which must, for the most part, be exercised through 
the operations of other Government agencies. 

Therefore, our success as we are now set up is dependent upon a 
high degree of interagency cooperation and coordination. We believe 
that we have developed proposals and procedures under which, if we 
get this cooperation, good results can be achieved. ‘These interagency 
procedures must now be tested by actual experience and in the light 
of this actual experience it should be possible before very long to de- 
termine whether the existing law has created an effective mechanism 
for mobilizing the resources ‘of small business or whether, as you sug- 
gest in your report, there may be need for further legislation. 

Mr. Chairman, given the financial resources which ‘will be nec essary 
to carry out the purposes which you have given us, we do hope and 
believe that we can have a sound and economical program and develop 
it rapidly and put it into execution. 

Mr. Chairman, that is all I want to say on general statements. 

Mr. Evins. Thank you, Mr. Taylor, for your very excellent state- 
ment. I am sure that members of the committee will wish to ask 
you a few questions. 

I think, and I am sure that the committee feels, that you are doing 
a’good job. I have been reading the speeches that you have made 
throughout the country in setting up your organization. You koow 
that this committee wishes to cooperate with you in every way possible. 

I would like to ask one question about the matter of consolidating 
the small-business functions with the various agencies. You spoke 
earlier about cooperation and coordination but I do not believe you 
have said aoything about consolidation of small-business functions 
directly. 

Mr. Taytor. Mr. Chairman, there is not any yet, but there are 
proposals along that line which are under consideration ‘at this moment 
and which we hope may come about in the next few days. 

We studied quite carefully the proposals which Mr. Sawyer made 
and which were printed in the Senate small-business hearings on my 
nomination and we came back with certain proposals under which one 
responsibility can be set here and another there, to avoid duplication, 
and suggested certain transfers that could be made. We have laid 
those proposals before the Bureau of the Budget and before Mr. 
Sawyer. We do hope that there will be some solution of these prob- 


lems very shortly. 
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Mr. Evins. Well, you are going to have to cooperate with the 
RFC and with the other agencies, and in the field where they are 
interested in small business. It seems to me that these efforts should 
be consolidated. Now, what about your finances? 

Mr. Taytor. Our budgetary situation? 

Mr. Evins. Yes. 

Mr. Taytor. Mr. Chairman, on the last day of the last session of 
Congress an interim fund of $350,000 was appropriated to set us up. 

The Budget Bureau has taken the position that this sum must be 
budgeted over the period ending March 31, 1952, the thought being 
that that would be the earliest date on which there could be a supple- 
mental bill, I take it. We have had $350,000 for approximately 
6 months of activity to end on March 31. Allowing for certain 
necessary expenses for equipment, therefore, we have had about 
$50,000 a month by w av of payroll resources. 

We have been very fortunate in being able to augment our personnel 
by loans of qualified persons from other Government agencies. That 
has helped a lot, but, nonetheless, with the amount of money 
budgeted for us, we have had to postpone setting up our field organi- 
zation, as | have already mentioned, and we have had to confine our 
activities to a very few lines of endeavor. 

We have thought that rather than give up because we had small 
resources, the best thing to do was to try to find an area where we 
could operate effectively with a very small staff. That is why we 
have people working on more or less policy matters and studies of and 
negotiations in connection with procurement practices. We thought 
that if we could work out certain changes they might spread the 
benefits very broadly. We have not got into the more expensive 
approaches, such as managerial and technical aid which needs engi- 
neers, nor other tasks that have been suggested quite rightly to us that 
we ought to do but which are impossible with our limited funds. 

We are now preparing our budget estimate for the period from the 
end of March to the end of June and for the coming fiscal year. We 
are asking for much larger sums but still sums which are not at all 
comparable to those which were used during the past war by the 
Smaller War Plants Corporation. We do not think that the situa- 
tion is clear enough so that we can ask for the kind of operation that 
the Smaller War Plants Corporation had in the past war, but we are 
voing to ask for an organization in the neighborhood of one-third of 
that size. 

Mr. Evins. Mr. Burton, do you have any questions? 

Mr. Burron. No questions. 

Mr. Evins. Mr. Seely-Brown? 

Mr. Seety-Brown. I would like to ask this question. Many people 
have come to see me during the past 2 or 3 months. ‘They have asked 
whether or not this agency or the creation of the Small Defense Plants 
Administration was not, in fact, adding just one more agency to the 
Government. 

[ am hoping, therefore, that in the next progress report which you 
will make in the next few weeks, you will point out in black and white 
how you have been able to eliminate duplication of both work and 
personnel. 

In other words, I feel that when you come before the Appropriations 
Committee asking for larger sums of money somebody might ask you, 
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“If we grant you this larger sum of money, can you show us that the 
other agencies will not also require money to do exactly the same 
work?” A proper and factual answer to that question will be required. 

Mr. Taytor. Well, 1 do not think, sir, that there will be any 
difficulty about that. Our program of activity does not call for doing 
things other agencies are now doing. 

Now, I want to make a qualification. There are certain places 
in this statute where we are instructed to do a thing jointly. Now, 
it is going to be done jointly, if there is going to be a joint determi- 
nation that a contract, say, goes to small business, obviously two 
people are going to make that determination. We will make one and 
the procurement agency will make a determination, but outside of 
those places where Congress has quite deliberately said, ‘We want 
SDPA to determine this as well as the other agencies’’—in those 
areas, of course, we will have to have an overlap because I take it 
that is what the Congress wanted. Outside of that, we do not do 
what other agencies are doing now. 

Mr. Evins. Mr. Multer? 

Mr. Mutter. Mr. Taylor, have you set up any machinery at all 
under which you can claim contracts or can ask for prime contracts? 

Mr. Taytor. No; we have not done that vet. Congress in this 
statute provided for that and authorized this $50,000,000 revoiving 
fund to use for prime contracts. The money was not actually appro- 
priated to us, it was simply authorized and pending the actual appro- 
priation of that revolving fund or part of it, we have not taken any 
actual steps. 

Of course, we have made some plans and our organization provides 
for the necessary people to do that if Congress thinks that we should 
go ahead with it. But, up to now, we have not, 

Mr. Muwirr. That would be one of the best ways of getting con- 
tracts for small business if procurement officers could be approached 
that way, if you could go in and claim the contract for the small man. 

I am not talking about airplanes or tanks, 1 am not talking about 
such types of contracts, I am talking about a contract for a lot of 
small parts that could easily be made by a small company or several 
small companies, while the big companies could take the complex 
contracts. 

Mr. Taytor. Well, Mr. Multer, I will answer that this way, that 
this mechanism of ourselves entering into the contract is the best way 
of securing the business, if we do not get the fullest degree of coopera- 
tion from the other agencies. If we do get that cooperation, however, 
it will be used very, very rarely, and it was indeed used very rarely 
during the last war. 

As you suggest, it would be a very good power to have. 

Mr. Mutrer. Have any representations been made by you with 
reference to the fact that this legislation coming after the Brockton 
Shoe case showed the intention of Congress to be contrary to the ruling 
of the Comptroller General in the Brockton Shoe case? 

Mr. Tayuor. I do not believe, Mr. Multer, that any such repre- 
sentations have been made to us. Our view is that there are other 
reasons in addition to that act why the Brockton Shoe case does not 
any longer apply. 

After speaking to my general counsel for a minute here, I will sa 
that the theory of the Brockton Shoe case was that when advertised bids 
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are re quired by law then you have got to give it to the lowest responsi- 
ble bidder. 

But, since then, there has been the declaration of a national emer- 
gency and advertised bidding is no longe1 required by law and therefore 
the basis of the decision seems to us to be gone. 

Mr. Muurer. Do you not run up against this, that when a depart- 
ment makes the decision to advertise rather than negotiate, when the 
bids are opened they say, “We are bound to give it to the lowest 
bidder’’? 

Mr. Taytor. We do run up against that. That, in fact, is precisely 
what happened in this Michigan case that I cited 

Mr. Murtrer. That is what I had in mind. Your agency can make 
representations to the other procurement agencies and to the General 
Accounting Office to negetiate and by that method spread them 
around; and if there is an out in the offering, a clause that will let them 
determine on opening the bids that they do not have to give it to the 
lowest bidder but may negotiate for all or a part, then you can spread 
the contracts around. 

Mr. Taytor. We are submitting that very question to the Comp- 
troller General and we are trying to work our recommendations with 
other procurement agencies, too. 

Mr. Evins. Mr. Riehlman? 

Mr. Rieximan. | do not think that I have any specific questions, 
Mr. Chairman. However, I would like to make this statement, that 
| have been deeply impressed with the manner in which Mr. Taylor 
has presented his program to us this morning. I think that 3 or 4 
months from now, after Mr. Taylor has had a chance to operate with 
his program and with different departments and agencies in the field 
of materials and particularly in the field of procurement, that then we 
will have some questions to ask on the cooperation that they are get- 
ting from those different departments in carrying out our desires as 
members of the Small Business Committee. 

Mr. Taytor. Well, thank you, sir. I hope I will be better informed 
by then, and | believe we will have accomplished more, too. 

Mr. Evins. Mr. McKinnon? 

Mr. McKinnon. I have been interested in your testimony, Mr. 
Taylor. Could you tell us whether or not you feel, from the short 
time that your agency has been in operation, that there is any way 
in which the law might be strengthened to operate more effectively 
from the viewpoint of your organization? 

Mr. Taytor. Well, we have been giving some thought toe that and 
we have rather come to the conclusion that we would like to try it the 
way vou have it now and see. We think that we have established the 
conditions now and made the proposals under which we can very soon 
determine whether this is going to be effective or not. We have laid 


down these proce cur s for loans and we have made some proposals on 


y 


procurement. We will now soon find out whether this is an effective 
mechanism. We would rather wait that brief period to find out before 
we mace any sper ilic Suggestions for amendment. It may bye heces- 


sary to amend, but I think that we would better try this first and see. 
Mr. McKinnon. Do you feel that the law should be more specifie 
with regard to defense allocations of materials? 
Mr. TAYLOR. Well, I will confess, sir, to a cood deal of iwnorance 
there. I have not, during this organizational period, had a chance to 
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study the whole field of allocations of materials. At your suggestion 
[ will put my mind to that now and see if we can give you a better 
answer. 

Mr. McKinnon. Well, you mentioned a while ago the necessity for 
instructions being very specific. 

Mr. Taytor. On procurement; yes. 

Mr. McKinnon. And you feel the existing legislation is specific 
enough, as far as legislation goes? 

Mr. Taytor. As of now we feel that the statutes are not the prob- 
lem here, we feel that to get the interpretations from the Comptroller 
General and to get the regulations worked out with the departments 
will do the trick on that. However, if we are blocked, then we will 
come back with suggested changes; but as of now we do not see any 
statutory obstacles to procurement. 

Mr. Evins. Mr. Hill? 

Mr. Hrix. I would like to ask you first, Mr. Taylor, Does your 
budget permit you to set up your regional offices and to find people 
for them? 

Mr. Taytor. Well, the present budget will permit us to set up very 
small offices in the 13 defense regions during the next week or two. 
We are going to run out of money on all funds at the end of March 
anyway. So, we have set aside an amount of money so that we can 
get going in the field in the 13 regions. Our budgetary plans after 
March 31 will enable us to enlarge it very substantially. 

Mr. Hiti. Now, the other question is, After you have established 
those regional offices and those regional offices are in operation, 
what plans do you have in mind—and I am speaking of my own 
area—-what plans do you have in mind or what organization do you 
plan that could go into the regional areas and work out surveys so that 
any time your office wishes you can know exactly what these little 
processing plants can do? 

[ think I will have to say, frankly, and our committee will have to 
say that our hearings over the last year have shown to us, particularly, 
that we do not have first-hand information as to what these plants in 
the regions can do to the best advantage. Now, what plan do you 
have? In our western area where we have great distances, you should 
not have to go out to those plants in order to know the type of ma- 
chinery and the type of men that they have to carry out the program. 
Now, what are you doing about that? That is important to us. 

Mr. Taytor. Yes. Well, that gets you into the field of inventory 
of productive facilities of small plants. It is our hope there that 
rather than spending a lot of money ourselves, we can work through 
other agencies, State agencies, for instance. Many of the State 
governments have made very excellent surveys of facilities of small 
plants and others have not. We will encourage those States in any 
way we can; we will encourage them in those areas where they have 
not made surveys to make them, in order to get the whole picture 
filled out. And if we have found that we can develop a means of 
throwing those together, they can at least be used on a national scale 
if needed. There are a lot of problems and this is only a general an- 
swer, but that is the way we hope to approach it. 

Mr. Hii. To me it is going to be important that the local or 
regional areas themselves have some type of organization with which 
you may be able to cooperate. 
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Mr. Taytor. Yes 

Mr. Evins. Mr. Curtis? 

Mr. Curtis. I will bring up a particular thing and get vour com- 
ments. 

In our progress report the committee is pointing out the frequent 
difficulty that was experienced on the part of small business throughout 
the country in getting information, not only information on bids and 
plans and specifications but also information on regulations and 
getting those regulations interpreted in the field in such a way that 
they can rely on them That is an acute problem, and the sooner we 
can see to it, the better 

What have you done on that and what are your plans to facilitate 
getting this information to the small concerns? What are you doing 
to make it easier for concerns to get that information, say, out to 
areas such as Mr. Hill mentioned? 

Mr. Taytor. Well now, at the moment the principal vehicle for 
getting information about forthcoming bids and awards circulated is 
the synopses of the Department of Commerce. Those are extremely 
useful but our opinion is that thev could be more useful. We think 
that it requires some further work in simplifying the language, making 
it clearer, and also in getting the information out sooner and faster 
than it is done now. Frequently there is too little time spread 
between the appearance of the synopsis and the giving of the award. 

There are many detailed problems abut these synopses that we are 
going to try to work out with the Department of Commerce people. 

[ think that the immediate and frank answer to your question is 
that as vet we have not been able to do much of anvthing. We are 
trving to inform ourselves about the problem and work it out 

Did vou also mean, Mr. Curtis, other things besides procurement 
awards? You are talking about other Government regulations? 

Mr. Curtis. Yes; various regulations. You see, I think I can say 
that if there was any subject that was most on the tips of the tongues 
of the businessmen who testified in the regional hearings, it was this 
feature of not being able to get plans and specifications or not getting 
the information, coupled with the difficulty they had in reading and 
interpreting the regulations 

Mr. Taytor. You mean all kinds of Government regulations, such 
as OPS or what-have-vou? 

Mr. Curtis. Yes. I would sav that the biggest problem is getting 
information to the small businesses, people who do not have a staff 
to handle those things. Now, I would suggest that the Small Defense 
Plants Administration might be particularly helpful in this problem 
and I can see how your program of working with the other agencies 
is a logical way of developing it, but it would seem to me that in your 
own organization you might have a department that had to do with 
getting information out. 

Mr. Taytor. Well, I think that is a very good idea. I think we 
would do that in two ways if we had a staff to do it. 

We would try to have some kind of a running survey of the regula- 
tions as issued in Washington and suggest simplification and also 
endeavor through field offices to help individual small businesses in 
problems of interpretation—that is, to do it at both ends. However, 
to be frank with you, sir, we do not have the staff to do much. We 
would like to; we would like to. 
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Mr. Evins. Are there any other questions? Mr. Dalmas? 

Mr. DaumMas. Mr. Chairman, I want to say that Mr. Tavlor and 
his organization since the establishment of SDPA 2 months ago 
have been very helpful and cooperative with the committee. Both 
Mr. Horne and Mr. McHaney who accompanied Mr. Taylor and who 
are his principal aides have veen extremely helpful to the committee 
on the many problems referred to them. 

[ would like to elaborate on the question of defense procurement 
about which we hear so much and in which we are all so greatly inter- 


ested. As the committee knows. the fivures as reported Lo the com- 
mittee by the Department of Defense and the General Services 
Administration are fairly conclusive. These figures over the vears 


have consistently shown that small business receives a greater share of 
Government contracts under the advertised-bid method than under 
the negotiated method 

There are certain areas in which negotiation must take place and 
there are other areas where negotiation can take place at the dis- 
cretion of the procurement officers. I know that the committee will 
be greatly pleased if Mr. Taylor finds it possible to swing that negoti- 
ated line from going straight down to going up at an angle. Up to 
this time we have never seen this happen under negotiated procedure. 

The Brockton Shoe case was mentioned. As we know, the Brockton 
Shoe case and the ruling of the Comptroller General in that case were 
under peacetime procurement. The rules were changed after the 
declaration of the national emergency and simultaneously negotiation 
became the order of the day, much to the distress of thousands of 
small manufacturers who had been successful in securing Government 
contracts under the advertised-bid procedure. It is true that smaller 
shoe manufacturers were able to secure some negotiated contracts, 
particularly contracts for combat boots and other items of that nature 
[t is also true that when the Quartermaster General made purchases 
under formal advertising procedure, the smaller manufacturers were 
outbid and the big’ fellows secured the contracts. Here is one place 
where negotiation favored the smaller manufacturer and the commit- 
tee has wholeheartedly endorsed negotiation in this particular field. 

The essence of the whole procurement problem is not whether to 
advertise or whether to negotiate, but whether small business gets its 
fair share of Government contracts under whatever system is utilized. 

I do not have any questions, Mr. Chairman, but I did want the 
record to include this particular point on the committee’s attitude 
toward the whole procurement problem. 

Mir. Evins. Thank you, Mr. Dalmas. Are there any other 
questions? 

No I ‘Sponse 


Mr KVINS Mr Taylor, you have made a most excellent Sstate- 


ment and agaim the committee wishes to thank vou for coming before 
us today 

Mr. Taytor. Thank you very much, Mr. Chairman. I appre- 
clate the opportunity. | would like to file mv written statement. 

Mr. Evins. It may be done. 

The statement referred to ts as follows 
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STATEMENT OF TELFORD TAYLOR, ADMINISTRATOR 


PLANTS ADMINISTRATION 


ION 

it Is particu “ar ratiiving to have an opport initv to appeal before t come 
mittee, which has done ») much over so Many years to expose the problems and 
meet the needs o au DUSLNeSS Che hearir gs held bv this « mmmittee, and the 
reports which it has published, have given us invaluable guidance in « iblishing 
the Small Defense Plants Administration. and mapping out an initial program 
of activity i 

lhe invitation ) appear before vou today is, from our standpoint, especially 
well-timed About 3 months have elapsed since the SDPA began its ac ti 
Section 714 of the Def Production Act, under which the Small Deft Plants 
Adn stratio 
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In the interests of economy and efficient Government operation, the SDPA is 
anxious to avoid duplication and overlapping with other Government agencies, 
So we have been working out various proposals which, we think, will clarify the 
sphere of activity for the Department of Commerce and the sphere of activity for 
the SDPA, and will leas to a mutually rewarding and well coordinated relationship. 

| would like to add that numerous Government departments, including the 
Department of Commerce, the Federal Trade Commission, the General Services 
Administration, and others, have been most generous and helpful in loaning 
personnel to the SDPA during its formative stage. This assistance has been of 
great benefit to us. 

Now I would like to refer one by one to the major activities which Congress 
has asked us to carry on, and tell you very briefly what we have been doing in 
each case. 

In the field of credit, section 714 enacted into law a new grant of authority to 
the Reconstruction Finance Corporation to make loans to small businesses. 
These loans are to be made on our recommendation, but the RFC is to pass 
finally on the collateral, the maturity, etc. So we have here a situation where a 
joint working procedure between the RFC and the SDPA was called for. Very 
soon after we were established, we began discussions with the RFC, and pro- 
cedures were finally worked out during December. 

Inasmuch as the RFC already has field offices, and we have not as vet been 
able to set up a field staff, we have arranged that applications for loans under 
section 714 will be handled through the RFC field offices. Then the applications 
will be considered simultaneously by the RFC and SDPA staffs in Washington. 
This process has already begun, and we made our first recommendation of a 10an 
on December 29, 1951. Since then, we have acted on 4 appiications, and we 
have about 15 pending. The total amount involved in all these applications is 
just under $6,000,000. 

In addition to our loan activities, we have been giving a lot of attention to 
other problems of small business in the credit field, as you will find outlined in 
our quarterly report. 

Passing now to the allocation of scarce materials, our main interagency rela- 
tionships here are with the National Production Authority and the Defense 
Production Administration. Congress has directed these agencies to consult and 
cooperate with us in the issuance of allocation and priority orders. Soon after 
the SDPA was set up, I brought these provisions of law to the attention of Mr. 
Manly Fleischmann, and he agreed that the SDPA should be represented on the 
important committees of DPA and NPA where these allocation and priority 
orders are prepared and agreed upon. There are about 30 different industry 
committees over at NPA where this kind of work is done, in addition to several 
important higher level committees, such as the DPA Requirements Committee. 
With our very limited budget, we have not nearly large enough a staff to be 
active in all these committees and in all the different branches of industry, but 
we are doing our best to keep track of the more important problems in the 
materials field, and to make our voice heard over there. 

When we come to procurement, the responsibilities of our agency are very 
much more diverse and extensive. You have given us all kinds of things to look 
into, including inventories of productive facilities, the formation of small-business 
pools, and a wide range of other problems relating both to prime contracts and 
subcontracts. But by far the most important provision of law that we have to 
carry Out is section (f) (2) of section 714, which directs us, jointly with the pro- 
curement agencies, to determine what specific contracts shall be awarded to small 
business concerns. This is the section that comes closest to conferring power on 
us to take action. Of course, this earmarking of specific contracts for small 
business must be carried on jointly with the procurement agencies. However, 
I am hopeful that they will have every disposition and willingness to work with 
us in carrying out the congressional mandate. 

After we have given a bit of study to the responsibilities that Congress has 
imposed upon us in the field of procurement, I put some of my ideas together in 
the form of a letter to the Secretary of Defense, Mr. Lovett. You will find that 
letter included as an appendix to our quarterly report. It contains a number 
of definite proposals which, if carried out, we think will be effective in bringing 
small business into the defense-production picture. 

{As you will see, at the end of this letter I asked Mr. Lovett to designate one or 
more representatives of the Department of Defense to consult with us on these 
proposals and to work out a procedure for making these joint determinations. 
Mr. Foster, the Under Secretary of Defense, replied to my letter and desiznated 
Admiral M. L. Ring to represent the Department. Admiral Ring is Acting 
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Vice Chairman for Supply Management of the Munitions Board. However, in 
response to specific inquiries which we put to him, Admiral Ring told us that he 
is authorized to speak not only for the Munitions Board, but for the entire 
Department of Detense. 

Now, we regard it as vital that these discussions be carried through to a con- 
clusion with the least possible delay. For our agency, they are being handled 
by our chief engineering consultant, Mr. John. M. Carmody, and our general 
counsel, Mr. James M. McHaney. In order to move toward some practical 
steps while we are working out the details and procedures, Mr. Carmody, only 
last week, wrote to Admiral Ring and proposed that we begin to make some of 
these joint determinations without delay. 

Here, again, we run up against our budgetary problems. Military procurement 
alone is carried on through some 70 procurement offices. Of course, over-all 


procurement programs are worked out centrally. But these joint determinations 
that specific contracts will go to small business must be made where specific 
contracts are let. This means that the SDPA must have representatives in these 


70 procurement offices to make the joint determinations. At the present time, 
and under our budgetary limitations, we would not be able even to come close 


to furnishing these people. But we.can put some people, and good ones too, in 
some of the more important procurement offices, and that is what we want to do 
now. That is what Mr. Carmody has suggested to Admiral Ring. 


I would like to offer a copy of the letter to Admiral Ring for the record. I would 
also like to call to the committee’s attention the letter which SDPA received from 
the President of the United States dated January 5, 1952, in which the President 
pointed out the grave necessity which exists for channeling more procurement to 
small business, and gave instructions that the procurement agencies ‘‘will have 
to be particularly alert and energetic about placing defense orders with the firms 
that are adversely affected by the cut-backs of materials.’’. The President’s letter 
is set forth in full in our quarterly report. 

Now, this responsibility which Congress has imposed upon the SDPA, of making 
joint determinations that specific awards shall go to small business, is a serious 
and difficult one, and cannot be carried out with good intentions only. Its 
effective discharge presupposes not only a wide knowledge of thousands of com- 
modities and components, but of the available facilities in wide areas of American 
industry. It means sharing responsibility for determining what kinds of contracts 
can be handled by what kinds of small manufacturing enterprises, and working 
this out with procurement officials wherever their headquarters may be throughout 
the United States. This is a large responsibility for them and for us, and will 
require personnel with a high degree of technical and business skill. 

This brings me to another point in which I know this committee has a deep 
interest—our plans with respect to the establishment of field offices. Here we 
have been confronted with a double problem. In the first place, our available 
funds do not permit the immediate establishment of field offices, and will permit 
only a very modest beginning between now and the end of March. In the second 
place, it was necessary first for us to become generally familiar with the field 
operations of the Department of Commerce and the procurement agencies, so 
that we would not duplicate what they are already doing. 

‘he plans which we are now working out will not, we believe, involve any such 
duplication. Our field offices will perform the functions which Congress has 
directed the SDPA to carry out. These will include the earmarking of specific 
contracts for smal! business, as required by section 714 (f) (2), the analysis and 
stimulation of subcontracting, the furnishing of technical and managerial assist- 
ance, and the development of inventories of productive facilities. 

Last week we took our first step toward the establishment of regional offices 
and regional advisory committees representing Small business. In the near future, 
we hope to establish small regional offices in each of the 13 defense regions. 

I would like to refer again to this committee’s progress report, in which a number 
of recommendations for further action are made. Needless to say, we heartily 
support the committee’s recommendation that sufficient operating funds be 
appropriated to enable the SDPA to meet its responsibilities under the Defense 
Production Act. Most of these responsibilities simply cannot be discharged 
satisfactorily with the funds now available. 

I will not undertake to comment on each of the 30 ensuing recommendations, 
item by item, but there are several which | would like to touch upon. 

In the field of procurement, the committee has recommended ‘“‘that more ex- 
tensive use be made of existing procurement regulations authorizing the payment 
of justifiable price differentials in negotiated procurement.’’ This is completely 
in line with the objectives which Congress has enacted into law in section 714 
of the Defense Production Act, and we strongly support this recommendation 
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\s you will see in our quarterly report, we believe that this is a major point in 
our program for increasing the volume of procurement handled by smal! business. 
We are now engaged in preparing specific recommendations to the procurement 
agencies to insure this result. Fundamentally, this problem can only be resolved 
by giving the procurement officers precise and mandatory directives, upon which 
they can safely relv and, indeed, will be bound to follow. 

The committee has also recommended that the advertised bid system be used 
more extensively in the procurement of common-use items. This touches on 
one of the most difficult questions in the entire field of procurement. I know of 
no question upon which we have had a more diverse range of opinion, and more 
conflicting views, than the relative merits of advertising as against negotiated 
procurement from the standpoint of small business. I know that vour committee 
has already given this matter much study, and am familiar with the contents 
of your progress report, including the charts. 

\t the same time, it must be recognized that, rightly or wrongly, procurement 
officials now believe that they have more freedom of action to steer contracts 
toward small business under negotiated procurement than by the use of advertised 
bids. The view is widespread that, if the advertised bid procedure is used, the 
lowest responsible bid must be accepted regardless of other considerations, and 
that justifiable price differentials can only be authorized under the negotiated 
procedure. We believe that this entire question requires further study, and are 
devoting much attention to it You will find it discussed at some length in our 


quarterly report 

Most of the other recommendations in the progress report with respect to 
procurement we believe are sound and in line with congressional policy as em- 
bodied in section 714 of the Defense Production Act. One or two of them touch 
on problems which we have not as yet had an opportunity to study, and on which 
we hope to be more fully informed in the near future. 

In conclusion, | would like to summarize briefly a few important points with 
respect to the health and prospects of small-business enterprises today, and the 
tasks of the SDPA in the small-business field 

First, we think it is clear bevond question that the mobilization program, and 
the economic dislocations which inevitably flow from it, are giving rise to problems 
in the small-business field which may be with us for some time to come. Nearly 
3,000 small businesses have had their allocation of copper and aluminum cut to 
20 percent of their normal requirements. Many thousands more have sustained 
cut-backs to 35 percent. Confronted with these hard facts, there is no conclusion 
possible other than that the prospects of many small-business enterprises are 
hazardous and that, unless prompt and effective action is taken, our national 
economy may be vitally weakened 

Furthermore, there can be no assurance that these material shortages will come 
6 months, or 9 months, or in any definite period of time. When the 


toanendtir 
of 


SDPA was created, the Government officials charged with the allocation 


critical materials believed and stated that the worst shortages would occur in 1952 
However the fourtl! quarterly report of the Dire ctor of the Defe ise Mobilization 
which has just been made public, states that it is now expected that the pinch 

extend into 1953 Technological developments, or international develop- 


ments, or any 


umber of factors that cannot now be foreseen, can easily undermine 
|! and honest estimates of future conditions We simply cannot 


‘ most care 
afford to act on the basis that these problems will be of short duration 

In establishing the SDPA, Congress has vested it with functions which must, 
for the most part. be exercised through the ope rations of other Government 
The success of the SDPA, as presently constituted, is therefore depend 
h degree of interagency cooperation and coordination. We believe 


agencies 
ent upon a hig 
that we have developed proposals and procedures under which, given such coopera- 
tion and coordination, good results can be achieved. These interagency procedures 
must be tested by actual experience. In the light of such experience, it should be 
to determine whether the existing law has created an 


possible, he fore veryv tong, 
resources of small business or whether, as 


effective mechanism for mobilizing the 
suggested in your progress report, there may be need for further legislation. 
Given the financial resources which will be necessary to carry out the purposes 
which Congress has in mind, the Administration hopes and believes that a sound 
and economical program of activity can be rapidly developed and put into exe- 


cution 


Mr. Evins. The committee will stand adjourned. 
(Whereupon, at 11:10 a. m., the committee adjourned. 
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